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Agenda item
What next for Medi care+Choi ce?
Scott Harri son

DR. HARRI SON: Good norning. Today |I'Il give you a quick
update on recent Medi care+Choice plan w thdrawal s and the
resulting availability of plans. Then | wll present a brief
outline of a paper that will discuss sone options for the future
di rection of Medicare+Choi ce paynent policy.

| would I'ike the Conmm ssion to discuss the outline and to
provi de gui dance on which options should be included, and maybe
even include sonme additional options.

The pie chart here illustrates how plan wi thdrawal s at the
end of the year will affect enrollees next year. Currently,
there are 180 Medi care+Choice contracts that enroll about 5.5
mllion beneficiaries, which is about 14 percent of all Medicare
beneficiaries. At the end of the year 22 contracts wll
termnate and another 36 will reduce their service areas. Al
tol d, about 500, 000 beneficiaries or about 9 percent of the
current enrollees will lose their current plans. Mst of those
enroll ees will have anot her Medi care+Choice plan available in
t heir areas, but about 40,000 enrollees will not have anot her
plan and will have to turn to the traditional Medicare program
and anot her 50,000 would have a private fee-for-service plan as
their only Medicare+Choi ce option.

Speaki ng of the private fee-for-service option, there have
been several recent devel opnents in that arena. Sterling, the
one current private fee-for-service plan, has over 20,000
enrol |l ees across their 25 service state area now. However, it
has withdrawn fromall of M ssissippi and from sone areas of
Texas, which together account for about 13 percent of its current
enrol | ment.

O particular note, is that Sterling is wthdraw ng from
areas where 20 percent of its enrollnment in non-floor counties
reside. So in the places where they're in non-floor counties,
they're going to be pulling out where a lot of their enrollees
are.

A second private fee-for-service plan will enter the program
in January. Humana will offer the plan in DuPage County,
[I'linois, which is an urban floor county that borders Cook
County. This year DuPage County is part of Humana's
Medi car e+Choi ce Chi cago area pl an.

From what | understand, this plan will be offered as one of
five denos designed to keep plans fromleaving. The denos wll
all incorporate some formof risk sharing between the plans and
CVMB. The rest of the details are sketchy at this point, but
we'll find nore.

This table shows the resulting changes in the plan
avai lability for Medicare beneficiaries. Generally speaking,
plan availability will drop by a couple of percentage points.
For exanple, in 2002 about 61 percent of Medicare beneficiaries
will live in counties with a Medi care+Choice plan conpared with
63 percent this year. Not on the table, | also | ooked at zero
prem um plans and they will decline from 39 percent of the



beneficiaries having those avail able dowm to 30 percent next
year .

That's it for the update portion. |If there are no
questions, I'll push on.

MR. HACKBARTH. Scott, could | just ask a question about the
Humana plan? Did | understand you correctly to say that this was
bei ng done in conjunction with CM5 and it was part of an effort
on CM5's part to keep plans involved in the program and they were
going to do some risk sharing with the private fee-for-service
plan while providing --

DR. HARRI SON: That's correct. | believe the plans are one
PPO, one private fee-for-service, and three HMO pl ans.

M5. NEWPORT: We have one, a deno in Pueblo County,

Col or ado.

MR. HACKBARTH. All right, so the attenpt to do risk sharing
is not just with private fee-for-service but with various nodel s,
i ncludi ng regular HVMOs?

M5. NEWPORT: One of the criteria for even doing this was,
it was to test alternate paynent nethods, but you had to be the
| ast plan standing in order to do it. It was a conbined effort
to keep plans in, but also test under the denonstration authority
al ternative paynent mnet hodol ogi es.

M5. BURKE: denn, can | ask Scott or Janet, what are the
nature of the denonstration risk-sharing arrangenents?

DR. HARRI SON: Janet probably knows nore than | do, but they
seemto be sort of risk corridors and sharing--

M5. NEWPORT: Qurs was a risk corridor and we presented the
proposed net hodol ogy and it was accepted. Don't know what ot her
arrangenments are except this one nowis a private fee-for-service
arrangenent. But everything was on the table and was judged and
eval uated in the context of what their denonstration authority
[imtations were. So they had to do a new paynment, they coul dn't
just throw nore noney onto the table under the formula and have
it be a legitimte denonstration of sonething.

M5. BURKE: |s there sonething other than sinply the risk
sharing that is being studied?

M5. NEWPORT: Yes, that's ny understandi ng but again, ny
caveat would be is | didn't see anyone el se's proposal but ours.

M5. BURKE: Mirray, it would be interesting over tine if
they're, in fact, going to put in place this for a year, for us
to understand nore clearly what are they denonstrating. Wether
it's just a question now of what the rates | ook |ike and what the
corridors look like, or whether there are other issues in the
wi |l lingness of plans to stay in other than sinply rates. Is it
just about the rate? O is it about --

DR RONE: M viewof it is that there was recognition that
t he program was underfunded, that the rates were too | ow, but
that there wasn't any way for CM5 to increase the rates. So they
desi gned sone denonstrations that m ght have better rates. But
the fact is we don't need denonstrations to see whether this

programcan work. It can work if it's well funded. Janet, what
do you think?
M5. NEWPORT: | think that Jack is right. | think that we

tried to avail ourselves of the opportunity in order to stay in a



couple of markets. W actually applied for, | think it was six
different areas, and this was the only one that nmet the bounds of
their denonstration authority. Frankly, I'mnot sure that what
we' re doi ng now woul d work broadly, but only selectively.

| think it reflects a genuine effort on CM5's part to try to
do sonme adm nistrative fixes and be creative around their
authority to do sone nore innovation around ultimtely sonme of
the questions Scott asks in his outline, which is what should we
do about this?

There's good ideas out there that nmay not deserve to be
expl ored but they may deserve to be expl ored.

MR. HACKBARTH: Coul d | suggest that we hold off on our
questions and comments. |It's sort of broadening now. Let's get
Scott's presentation before us and then we can do our nornma
round. Scott?

DR. HARRISON: In light of the fact that we keep hearing
from Congress that they want help fromus in thinking about how
to stabilize the Medicare+Choice program staff is proposing that
we focus on options for future direction of Medicare+Choice
paynent policy and to actually have a discussion of the different
options for Congress to see.

Wth that in mnd, we want to start with our view of why we
woul d want to have private plans in Medicare, or what | think our
view is why we would want to have plans in the Medicare program

The nunber one choice, private plans can offer beneficiaries
a choice of delivery systens. All things being equal, nore
choice is better than | ess choice. Sone beneficiaries may prefer
t he delivery system and benefit structures of a private plan over
t hose of traditional Medicare fee-for-service program As
exanpl e, beneficiaries may val ue nurse advice |ines, |ow copay
structures, or an enphasis on preventive care that is not found
in the traditional program

Quality. Some private plans coul d possibly provide higher
quality care to sone beneficiaries than they mght receive if
they are in the traditional fee-for-service program Current
managed care techniques that m ght inprove quality include care
coordi nati on and di sease nanagenent prograns.

Flexibility. Private plans can often be nore flexible to
experinment with options that m ght include efficiency that
governnent prograns |ike Medicare would not really have the
freedomto pursue. For exanple, it is politically difficult for
government progranms to exclude any |licensed providers that woul d
accept its terns of participation, and sone techni ques m ght
require limting participation to a small group. W' ve seen how
hard it is to get centers of excellence, et cetera, approved.

Extra benefits. The Medi care+Choice programand the risk
program before it have clearly been successful in providing extra
benefits to sone enrollees at no nonetary costs to those
enrolled. O course, | should note that in the absence of an
adequate risk adjustnment system it's unclear whether the
Medi care program has borne a cost for those extra benefits.

Conpetition. |If there were enough private plans
participating in Medicare, conpetition anong plans and with the
traditional programfor enrollnent could create incentives for



pl ans to encourage their providers to |l earn new nore efficient
techni ques for delivering health care services. |f providers
then apply these techni ques when treating traditional Mdicare
patients as well the efficiency of the traditional programcould
al so increase. That's sort of the spillover effect.

Now I'd Iike to nove on to | essons that you can draw from
t he experience of the Medicare+Choice program Health care
markets are local. The variation in spending under the Mdicare
fee-for-service programis substantial. And the success of the
Medi car e+Choi ce programin attracting plans and enroll ees very
substantially. Private plans can't conpete with the traditional
program or at |least with the Medicare/ Medi gap conbination, in
some areas of the country. But in other areas of the country
they can only conpete if they were heavily subsidized.

Beneficiaries will make tradeoffs, choosing to give up sone
choice of provider for extra benefits. Medicare+Choice plans
have been very successful in attracting nmenbers. Over all areas
wher e Medi car e+Choi ce coordi nated plans are offered, about a
gquarter of Medicare beneficiaries have chosen to enroll. The
Medi car e+Choi ce penetration rate is nmuch higher in sone areas
where plans can enroll 40 to 50 percent of Medicare
beneficiaries. The bottomline here is that many Medicare
beneficiaries really want these plans.

Private plans should be expected to conme and go, however, as
they do in comrercial, FEHB, Medicaid, and Cal PERS markets.
Private markets are dynam c and when private plans are used to
provi de Medicare benefits, we should expect the programnot to be
static. Beneficiaries are not likely to see the same stability
that they expect fromthe traditional Medicare program

|"d like to present three general options for the direction
of the Medi care+Choi ce paynent policy. One, to establish
financial neutrality between the Medicare+Choice plans and the
traditional Medicare program Two, to pay plans nore than fee-
for-service equivalents in order to attract plans to nore areas
of the country. And three, to use conpetitive bidding to find
the right rate to pay plans.

The first option reflects recent MedPAC recommendati ons.
Once an adequate risk adjustnment systemis inplenented -- and of
course, that still may take a couple of years -- rates should be
set at 100 percent of the Medicare fee-for-service per capita
spending in the paynent area. A specific goal of this option is
to encourage plans to offer beneficiaries a choice of delivery
systens and benefit packages, so long as there is no additional
cost to the Medicare program Al so, by leveling the financial
playing fields at the local |evel between plans and traditional
Medi care, the |local markets would be allowed to determ ne what
types of plans are successful in each area.

Al t hough this option seens straightforward, there still
woul d be sone challenges to overconme. The successfu
i npl enentation of an appropriate risk adjustnment system has been
difficult. At this point, CM5 has suspended the collection of
out patient and encounter data that they had intended to use in
the risk adjustnent system because the plans objected it was too
costly to collect. OCMS is exploring its options, but has yet to



announce a resol ution.

The other challenge is to get the political systemto accept
t hat sonme people in the country will have access to extra
benefits and others will not. This has not been easy to do, as
evi denced by the legislative increases in the floor rates.

Option two is to pay nore than the fee-for-service
equivalent to attract nore plans, especially are to areas that
don't currently have any choices. Exanples of recent uses of
this option have included the floor rates, blended rates, and
bonus paynents to plans who enter areas where there are no
exi sting plans.

The goals of this option include the expansion of plan
choice to nore areas and the encouragenent for plans to offer
hi gher quality care and/or expanded benefits. One other goal
that m ght be served by this option is to keep plans in the
program so that they m ght be available if the Medicare program
were to be reforned.

This option woul d rai se many basic questions. How do we
deci de how many plans we want and in what areas? How do we
deci de how much subsidy to provide? How do we target subsidies
to get the plan distribution we want? And what tradeoffs do we
make between spendi ng nore noney and having fewer plans?

Option three is to devel op a conpetitive bidding process.
You could argue that we have a conpetitive bidding process now,
but it is not now used for setting paynent rates to plans. There
are many possible fornulations for a bidding process, but today
"1l just lay out some of the basic goals and issues.

One basic goal is to increase beneficiaries' choice of plans
for the sane or |ower cost for the Medicare program Another
type of goal would be for the conpetitive market to use price
sensitivity to drive value and reduce the cost of health care.

In setting up a conpetitive bidding process, a whole host of
deci sions woul d have to be nade. Wuld the benefit packages be
standardi zed? |If so, then the conpetition would be focused on
price, otherw se the conpetition would be on price and benefits.

How do we deal with the geographic variation across the
country? Wat would the paynent areas |ook like? Wuld there be
nati onal conponents to the rates? How would we manage the
process so that budget constraints are mai ntained? One of the
big questions is what would CVM5's rol e be and how woul d t he
traditional Medicare programbe included in the process? Wuld
it be a bidder, as well? 1Is it okay if the traditional program
is the only choice in some areas? |If not, do we need to recruit
nati onal plans? And |ast, but not |east, in nmaking such a
change, how woul d be begin to denonstrate such a program before

full inplenentation, given that we've had trouble with |aunching
denos before?

Thank you.

M5. NEWPORT: Scott, | know you're aware of this -- because

we' ve been around the block on this one before, but there's been
comment made to us that instead of about a mllion fol ks being
affected by exits fromthe M+C program as has been in the | ast
few years, it's about half of what it was. So that there is a
perception that it's sl ow ng. | think that that's the wong



inpression. | think that there's two things that need to be
involved in the anal ysis.

The other thing that Scott probably hasn't been able to
nmeasure is the change in the benefit packages, which may have an
i npact on shrinking the enroll nment even further next year.
Because the magnitude of change that |'ve seen in sonme of our
markets is very significant. Increased nonthly prem uns,
shrinking the pharmacy benefit. And | think that I have pushed
our folks around a little bit internally to say what do you think
that indirect nunber will be? And | think there's too many
variables in ternms of who else is left in what market and what
t he package | ooks Iike. And I think that the growmh is
significantly declining.

The ot her problem we have is that the expectation for
Medi care reform has been postponed. | never thought it would
happen this year anyway, but | think that there had been a
prom se or a hope or whatever sonewhat optimstic attitude you
m ght want to take on this, is that plans would have a |ine of
sight to what reform | ooked like vis-a-vis what their potenti al
participation paynment, all of the things that come with that.

And now, and we know why, it unfortunately has gone away in terns
of a delay in what reformw || |ook |ike and how we neasure that
and how nmuch noney will be on the table for a drug benefit.

So what we |l ook at nowis what I'mcalling a bridge to
reform What is going to be there as a placehol der to keep, at
worst, a steady state. But that it is very problematical for the
plans, in ternms of having the vast anount of uncertainty over
this.

For the record, PacifiCare exited between 65,000 and 70, 000
enrol | ees, dependi ng on what database you use and the tim ng of
t he database with HCFA' s data versus ours, and that's a timng
issue. But |I'mvery concerned about what the net effect
indirectly on enrollees is.

| " ve thought about every kind of paynent option there is out
there, in ternms of risk, but I think the conpetitive bidding

option is still clearly on the agenda of Congress, in terns of
what they would like to do. Sonme nodel off of that. | hear a
constant refrain, they're still there. And | think that the

focus of the various options in the paper, we need to acknow edge
that maybe there's sone reordering in your outline, Scott, that I
woul d suggest. It's just that | think we have to | ook at that.
And then obviously | ook at other options, in terns of what effect
it's going to have.

There is this sort of naivete, | think, around investors in
our prograns confidence that the governnment is a useful partner
| think that makes it really difficult fromsome standpoints. In

t he bal ance, we have to strike in ternms of our participation in
the market, and even in the commercial markets, because they're
i nt erwoven.

So anyway, Scott, | think you' ve outlined the issues. |
think, at this point, once we see a draft, it will be helpful.
But | would want to have a pl acehol der there about the effect of
benefit changes on participation by enrollees. And again, | know
you haven't had a chance to do that yet.



We're not even sure exactly what that is. W have surm ses.
But | think what we do as a Comm ssion, in terns of consistency
with our earlier reports, which tal ks about paynent off 100
percent of fee-for-service, and creating a bal ance between t hat
and what conpetitive bidding does.

Getting incentives out there so there's new entry and
expansion in the programfor participants or contractors wl|
have to be reliant upon, | think, our satisfaction if you wll
that there won't be a | ot of huge change every year. W're
feeling that every tinme we turn around there's another set of
changes and anot her set of costs. Sone of these are related to
ot her things that are happening, too, including H PAA

So | think part of it would say is just fixing paynent --

j ust sone basic changes to the paynent, but don't change it so
drastically that it creates a continued disincentive to new

entry. | think the key is how we incentivize new entry and
expansi on, instead of enrollnment decline. But other people wll
weigh in on the debate as well, |I'm sure.

DR. ROWNE: Just a couple comments. | think this is very

wel | done. For the record, Aetna was in 49 counties, wthdrew
from23 of them stayed in 26 of them The criterion |I applied
was if the average nedical cost ratio projected for next year in
the county was over 100 percent, we should w thdraw, not counting
adm ni strative costs. That was the criterion that was used. The
average projected 2002 nedi cal cost ratio in those 23 counties
was well over 100 percent. So this is not, as sone people think,
well it's at 78 percent but we really want it to be 74 so we'l|

wi t hdr aw.

| had a couple of coments. Wth respect to Janet's comment
about the benefits buy down, | think there's another factor going
on here. | think that while a smaller proportion of plans
wi t hdrew or nmenbers were withdrawn than everyone expected, that
that is m sleading because there are a very substanti al nunber of
pl ans poised on the cliff. And | think that as you anal yze the
data, Scott, if they becone available to you, what you wll find
is that many of the plans, if not all the plans, have increased
t he supplenental premiumto the maxi num permtted nunber. That's
what they have done this tinme in order to try to stay in the
county.

So it's not really you're in or you're out. It's you're in
wi th what benefits at what suppl enental prem um or you're out.
And what everyone has done is increase the supplenmental prem um
to the max in order to stay in because people want to stay in the
program and serve the beneficiaries. And the next tine around,
if financial performance continues to deteriorate and there is no
pl ace to go, down on the benefits or up on the suppl enental
premum | think we will see a very substantial nunber of people
bai |l i ng.

So I think that for that conponent of this chapter, the
benefits as well as the supplenental prem umissue, should be
i ncluded. That woul d be ny recomendati on.

Wth respect to the various options, | think that it is true
that many people and nmany el ected officials feel that many people
| ove the programand want to stay in the program But the



guestion is really do they love the old programw th free

eyegl asses and pharmaceutical benefits? O do they |love the
programthat they could get now? | think that that distinction
is not sonetimes made in calls that | get fromelected officials,
we have that conversation about well, even if | were to stay in
couldn't offer what they used to have, which is what they
remenber.

There is a very interesting principle that Bob Rei schauer
articulated, | think, nost clearly for me a couple of years ago,
before | was in this side of the health care enterprise. That
was that the idea was to provide choice for the Medicare
beneficiary at no additional cost to the program And | ascribe
to that and | think that that nmakes sense. That guided nme in ny
t hi nki ng.

You now have an option here, which people are increasingly
tal ki ng about, about paying nore in some way in order to try to
make this avail able and what might the rationale be. One
rationale that | have heard, that m ght be included i n whatever
you wite and you m ght decide to discard it or support it, is
that in fact, in a |local market, because of the Medicare market
share and the pricing power that they have wi th physicians and
hospitals that, in fact, an individual plan cannot conpete at the
same paynent because it doesn't have the nuscularity that
Medi care has with respect to its pricing. So that in fact,
dependi ng on the market shares, et cetera, there's just no way to
get there.

So that is just an idea that sonme peopl e have espoused and
then mght go into the mx of things to be considered.

The last thing | would say is really an echo, | think, of
what Janet said. On page four, nunmber C of your outline, you do
have a section of conpetitive bidding, which | thought was very
interesting and very nicely done. | didn't see that slide. |If
nmy having m ssed that slide does not suggest ny inattention, but
the fact that it may have fallen off the current version of the
outline of the chapter, | would suggest you put it back on and
have sone di scussion about it. Because | don't knowif we're
going there, people closer to this m ght know nore about whet her
we're going there. But it's certainly interesting and if there
is discussion in Congress about it, then it m ght be hel pful for
us to have sonething to tal k about next tinme. Maybe others here
know whether, in fact, it has any legs at all.

Thank you.
MR. HACKBARTH. Does anyone want to respond to that?
M5. RAPHAEL: | just had a question on conpetitive bidding.

| was wondering if you could explain a little nore the rationale
for people paying a premumfor staying in the traditional fee-
for-service systen?

DR HARRISON: In the outline |I had given you | had
presented one potential nodel for a conpetitive bidding system
The maj or notivation behind that particular nodel was to try to
keep things equal across the country, so that all beneficiaries
woul d have access to the sane benefit package at the sane price.

Because of the variation in fee-for-service what you woul d
have to do is, in sone areas of the country, people couldn't get



t hat package by going through the traditional Medicare program
Because let's say in New York, the traditional Medicare package
may cost nore than it woul d cost a nmanaged care plan to provide
that sanme benefit package. So the idea was that you woul d make
the entitlenment to the actual benefit package, not to getting
traditional Medicare. So in sone areas of the country then
perhaps in New York, you'd end up having to pay a premumto get
that benefit package if it was delivered through the traditional
Medi care program

M5. RAPHAEL: So would the flip be true?

DR. HARRISON: Yes. So in places where the fee-for-service
program were nore efficient, you would stay in the traditional
Medi care program and you woul d have to pay if you wanted to go
into a managed care product.

DR REI SCHAUER  Just to add on to Carol's question, or the
answer to it. \When you set up a conpetitive systemyou have to
have sone kind of reference price that you are conpeting around.
Sonme of these nodels have it the | owest bidder in a geographic
area. President dinton's policy was ever Medicare fee-for-
service costs in the area. The Bipartisan Conm ssion's vari ant
was sort of the average of the bids in an area. And so you can
set this thing up anyway you want.

| think nost of the political interest, in the short run at
| east, is in options that would hold people in the fee-for-
service systemharm ess. So they would say to people in the fee-
for-service system if you want to stay in that you don't have to
pay anynore than what you're paying now. You choose a nore
efficient plan that has a cheaper prem um and you'll get a rebate
or sonme extra benefits. You choose a less efficient plan, you'l
have to pay nore on top of that.

An observation on the coments that Jack and Janet had,
whi ch | woul d hope that when we tal ked about the suppl enental
prem ums we would tal k about themin the context of the
counterfactual. What's the alternative? And the alternative is
Medi care fee-for-service plus Medigap. And what's happening to
t hose paynents as well? The salvation of PacifiCare is rapid
rise in Medigap prem uns, one would hope, and you, too.

Sonme observations on your material, Scott. One is sort of
on the why we have private plans in Medicare. Choice and quality
"1l buy. Flexibility, conpetition and additional benefits at no
extra cost, | think, really collapse into two things. One is
i nnovation, which can conme out of conpetition and other things.
That's why we're interested in it. The second is saving noney,
ei ther beneficiaries saving noney or the systemat |arge saving
nmoney. Conpetition for conpetition's sake is sort of |ike who
cares? O flexibility.

The ot her observation is | thought you nade too nuch out of
changes the normand private markets and went a little overboard
there. In general, you're right and we don't care about entry
and exit for gas stations, but consuners do care a | ot about
continuity when it comes to lots of other services and products
they buy. And insurance is a key one.

I f your life insurance conpany was changi ng, your car
i nsurance conpany every year, there would be problens. And so |



t hi nk you should tal k about how in some services continuity is an
i nportant conponent of the quality of the product you're buying,
or dinmension of the product you're buying.

DR. HARRISON: Right. | thought one of the |lessons really
should be that if we're going to have private plans, we need to
make the transitions easier for the seniors, the beneficiaries.

DR. REISCHAUER: Right. And it's an argunment for having
relatively high hurdles for who can enter the market, so they
aren't sort of fly-by-night people who are here today, gone
tomorrow, and they're making commtnents and have the ability to
stay with it for five years.

DR. BRAUN: | just wanted to remark that | think
particularly in the part of the outline where you tal k about what
| essons can we draw from the Medi care+Choi ce experience, | think

we ought to add one nore in, and that's the need to protect the
traditional fee-for-service because of the natural instability of
the private market. W need to be very sure that traditional
fee-for-service is there when other things aren't.

MR. FEEZOR: | wanted to, | think, concur with Janet and
Jack' s observation that while this year may be a little bit of a
sl owmdown that we've seen, that if California is any harbinger of
things to cone, it will certainly increase and continue. The
pressure will be on further erosions.

Second, | guess 1'd like to reinforce Bob's comment, that |
think that one of the objectives froma public policy standpoint
in the M+C plan or going with choice was, in fact, trying to save
noney or nmake sone tough decisions that perhaps we, as a society,
aren't willing to touch. And yet, fromthe individua

standpoint, clearly the preference -- and again | said a little
earlier -- | alnost want to do a takeoff on the Cinton canpaign.
It's the security, stupid. It really is the sense of better

val ue and the certainty that our seniors expect and want to
expect, and conpared to an absence of that, either in terns of
conprehensi ve coverage or perceived value, that really sets it

up.
When Cal PERS was struggling, | have a PPO plan that is,

guess, the equivalent of the regular Medicare fee-for-service.

It's pricing is getting so disproportionate that it is no |onger

the choice. It's the only choice that all counties in California
that | can provide. |It's the only one that's provided
nationw de, as well. And it is so extraordinarily expensive that

the value that ny enrollees perceive in the HMOs conpared to ny
PPO is just so out of proportion, that they are not happy when
there is only that single choice left.

But again, it is not choice that's driving it. It is, in
fact, the value and the | ack of conprehensive coverage.

Janet's right on target. |If you look alittle nore
carefully behind the benefit-to-premumratios for the remaining
market, | think as you will see -- and again on Bob's observation
-- the pricing of the MtC plans which were |argely, | think,
underpriced to begin with, as they begin to rise up to neet other
alternatives it will be interesting to see if that sort of
| oyalty remains.

| think there is because of sone additional confort,



security and value that our enrollees feel in many of these
plans. But that certainly will be tested.

One other thing, this gets back to the sense of security or
certainty in those plans, | think one of the things that's really
making it very hard on the Aetna's and the PacifiCare's of the
world to stay inis the dramatic fluctuation of the underlying
inputs. It's countercyclical to our econony's ability to afford
it. And that also translates to our individual enrollee's
ability to afford it.

| don't know what attention or energy we can bring to that,
but I can tell you the amount of repricing that we have going on

fromthe provider side in California -- perhaps we enjoyed

depressing those rates -- maybe now what | can call the variable
interest on our nortgage has cone due. But having to nmake it up
all in one or two years is absolutely cataclysmc to the market.

And | think again, not recognizing the underlying trenendous
variations that plans have to encounter to stay in the market to
provi de that sense of security and pernmanence that our enrollees
demand i s sonething that needs attention.

One thing, Scott -- and by the way, | thought it was an
excellent outline of a difficult area -- we tal k about rural
floor counties versus richer or higher cost counties. Maybe |I'm
alittle too blunt-spoken for Washi ngton, and probably for
Sacranento to sone degree, but it really is nost of the erosions
that we see, not just in our Medicare market but in our standard
choice market -- under-65 -- is really a non-conpetitive market.
Wiere in fact the negotiators, whether it's nmy owmn PPO or whether
it's the Cigna's of the world, sinply cannot get the margins they

need between -- and when you have Medicare's purchasi ng power, as
| think Jack tal ked about, is what you have to conpete w th, that
is very unrealistic. But it is largely in what | call, and I

t hi nk you need to make sonme reference to it -- it's not just in

| ow cost counties. It may be that a | ow cost county where
providers are willing to, in fact, negotiate or engage in care
managenent, that they wll still succeed. But in counties, in

fact, where the provider is disinclined either to engage in terns
of nore realistic pricing or in ternms of significant involvenent
in care managenent is probably where nost of the problemis

And then finally, down the issue that | do think we need to
warn our friends on the H |l about, and I caution us, we talk
about the fact -- | think Scott your term we need to make sure
our seniors are able to handle the transition if we, in fact, are
stretching a market that has greater entrance and exits. Let ne
just tell you, having nade one in eight or one in nine of ny
enrol | ees have to choose and nove to a new plan this year in the
attenpt to save about $135 million or $140 million. M board
t hought that was a great idea in April. And now in August and
Sept enber when those conpl aints, even though we had predicted
exactly how many new peopl e woul d be displaced by this and they
said yes, it's good value, it's a good thing to save $135 million
or $150 million.

But ny board, who in many respects is a representative or a
| egi sl ati ve body, had a very different opinion in terns of what
value was inportant. So | do think that we need to warn that if



we are tal king about a marketplace or relying on a marketpl ace

where there are greater entrance and exits, again -- particularly
for our seniors -- the sense of security -- and if you | ook at
t he nunber of -- each year ny 30,000 people until this year I'm

putting 150, 000 maki ng the change.

O the 30,000, the small est percentage who nake changes are
the seniors. They like to make that choice and get confortable
with that. And so to expect that they will mgrate mghtily for
another $2 here or there, | said they are able to seek out good
value. But | think for ny senior population there is perhaps a
greater threshold that they expect before they will nove.

DR. NEWHOUSE: | have two comments. The first is a deja vu
all over again comment. For this programto work reasonably well
for all the parties who have a stake in it, there is going to
have to be tolerably good risk adjustnment. Now to the degree --
and Scott recognizes that.

The point I'd like to go on further here is to the degree
that this process is inevitably playing out over a |longer tine
peri od, encounter data collection is on hold, it seens to ne that
the | ogi cal consequence of that is to go to risk sharing or
partial capitation and, in fact, have an increased wei ght on
t hat .

| would actually be interested, not now, in finding out what
CVB plans are to eval uate these denps, what questions they're
aski ng and what they hope to learn fromthat. But |eave that
aside. That was in here but it wasn't really brought, | thought,
sufficiently enphasized in the talk.

The second comrent is that, fromny point of view the worst
of these options is a subsidy option by far. M concern with it
is that if one wants to say that plans aren't going into areas
where they don't have nuch bargai ning power, which | think is in
fact the case with providers, and there's effectively |ocal
nonopolies with either or both of hospitals and certain physician
specialities, that even with subsidies you're still not going to
have any bargai ning power. And so the degree you put in
subsi dies, the subsidies will pass along through to the | ocal
providers and the plans will know that. So they still won't go
there, so you really haven't acconplished anything in ny view,
except potentially to up rates to |ocal providers through the
pl an.

MR SMTH  Very briefly, denn. Joe's last point was the
point I wanted to nake. | guess the thing that occurred to ne,
listening to Janet, Jack and Allen -- and Scott you get at this
sonme, but after listening to our colleagues, it seens to nme maybe
we want to try to enphasize in this section a little bit nore of
the sense around this table of the illusion of choice. That if
what we're having is a regression to the mean and that, with sone
conbi nati on of prem umincreases, exits and benefit reductions,
all we're going to have is a choice about who you pay fee-for-
service rates for. But we ought to say that.

The Comm ssion has certainly conme to that, or at |east
expressed that view in several ways. But it's very inportant, it
seens to nme, as a predicate to this discussion again that if we
t hi nk what's happening in this marketplace is what choice was a



proxy for, which was additional benefits, are being eroded then
we ought to be clear about that. And if the new data all ows us
to say that nore clearly or describe that trend, we shoul d.

| guess the other thing that |I'mstruck by is the inportance
of this conversation for the end of the agenda tonorrow, which is
the benefit package discussion. This is ultimately about the
benefit package. And even though a |lot of the fol ks who cal
you, Jack, say what they're interested in is choice, that's not
real |y why senator whoever is calling you. They're interested in
protecting a nore nodern, nore aggressive benefit package for
constituents who are mad that Aetna is pulling out.

Agai n, we ought to be clear about that, it seens to nme, in
this chapter and try to get this discussion focused on the real
i ssue which is the benefit package and our inability it seens in
many mar ket pl aces in the country to inprove the benefit package
with the choice nmechanism And say that nore explicitly than
t hi nk you have before.

DR RONE: If | may add a point here, one way to say what
we're all saying, maybe the unit of this analysis should not be
the health plan but should be the beneficiary. One way to talk
about this is to say this is about the beneficiary. And what, in
fact, is it going to cost the beneficiary, traditional Medicare
pl us Medigap versus what's really out there in the market,
suppl enental , what is the benefit package, et cetera, et cetera.
Rat her than the econom c analysis of the pricing power of
Medi care versus that of the health plan.

That's inportant, too, and | support that. But at |east
once slice of this should be trying to look at it through the
| ens of the beneficiary and what the real choice in the current
mar ket is.

MR. HACKBARTH. The point that | keep com ng back to, the
guestion that | keep com ng back to, is it good policy under sone
circunstances for the federal governnment to pay nore for a
beneficiary that chooses a private health plan option? 1've
bored people to death saying over and over again that ny world
viewis that we ought to offer a financially neutral choice
between the traditional fee-for-service programand private
options. I|I'mtrying to open up ny mnd and think new thoughts
her e.

There are various ways that we mght arrive at that
destination, various mechani sms we mght use to pay nore for a
private option than Medicare. | agree with Joe's comment about a
subsi dy probably being the worst of those. But let's take
conpetitive bidding as an alternative framework that may well
arrive at the sanme result of a higher paynent for a private

opti on.

The question | keep coming back to is howis that ultimtely
any different -- let ne just finish Joe, and then you can set ne
straight.

How is that any different than what we have criticized under
the private fee-for-service option, where we see the floors as
creating an opportunity for a private plan to cone in and
basi cally do nothing, add no value, use the Medicare paynent
systens even for providers and just benefit by the arbitrary



separation between what they' re paid and what the fee-for-service
program pays? | just don't see the public policy benefit in that
separation

Okay Joe, what did | say wong?

DR. NEWHOUSE: | was going to agree with you, but | guess |
still have a closed mnd on neutrality. | was going to enphasize
the flip side, that in the high rate areas we're now payi ng | ess
and we shouldn't be surprised if we see exits when we do that.
This goes back to the all health care markets are |ocal point and
t he non-neutrality point.

| think both sides of this deserve enphasis.

MR. HACKBARTH. Right. Just to pound on that sane point, if
we have an artificial cap on what we pay private plans,
potentially what we're doing is having plans exit and | osing
opportunities for Medicare beneficiaries to get nore benefits,
for there to be nore conpetition sinply because of an arbitrary
public policy limt.

And on the other side, if we're paying nore for the private
option, we'd have these opportunities for gam ng the system
just can't find a way out of that box and | keep com ng back to
neutrality is really the only |ogical acceptable stance for
Medi care on this.

M5. RAPHAEL: These sort of go back around to why you said
you want a private plan. It increases choice, quality,
flexibility, conpetition. Now we're questioning choice as to
whet her or not that's valid. Let's assune it is, then quality,
and then innovati on.

| think frommny point of viewif you' re going to put in the
subsi dy, how clear are we on the benefits side of this equation?
Certainly in what we've seen here, we don't have nuch enpirica
evidence to ne. It's alot of in the future, these private plans
m ght innovate, it mght spillover in fact to the other side and
have sone beneficial effect.

| don't know what you have on the quality side that m ght be
meani ngf ul .

MR. HACKBARTH. In fairness, | guess it boils down to a
guestion of how nuch are you willing to pay for these benefits
that Scott has enunerated? |'m wondering whether we ought to be
paying that price just to say you have a private option

DR REISCHAUER | think it's very hard to nmake a case that
just to provide choice, when choice offers nothing else -- it
doesn't offer quality, it doesn't offer innovation, it doesn't
of fer any kind of spillover effect -- is worth paying a penny
for. But what your fornulation, which is neutrality, says other
t hi ngs being equal, if you don't have to pay anything nore for it
but we have an opportunity to provide choice, then provide
choi ce.

DR RONE: | think the issue is what is it a choice of?
Because we can wite articles about how nmanaged care offers
di sease managenent and utilization managenent and bl ah, bl ah,
blah. But the fact is, fromthe consuner's point of view, it's
whet her it covers prescription drugs or not.

DR. REI SCHAUER: No, but there's sonething nore to it than
that. It is that you have a different cost sharing structure in



al nost all of these plans than traditional Medicare alone. And
that is inportant for a | ot of people. DR. RONE: | think
that's right.

DR REI SCHAUER So forget about the drugs, forget about the
vision care, all that stuff. Just laying out a plan that has no
hospi tal deductible, small hospital copaynents, is worth
somet hi ng.

DR. ROAE: That's one analysis fromthe bene's point of
Vi ew.

MR SMTH It's certainly part of what Janet was sayi ng.
What's eroding are those kinds of benefits, whether it's measured
in terns of prem umincreases or copay increases. That does
appear to be what's eroding, even when there's not an exit.

DR. NEWHOUSE: | agree with the comments that have been nade
about the beneficiaries' point of view, but I think there's
anot her reason for this plan, which goes back to how we spend
nost of our tinme in this comm ssion, which is worrying about
potential or actual distortions that are introduced by the
adm ni stered pricing schenes in traditional Medicare.

We worried about is the geographic adjustnment in the wage
index right. W worried about is there going to be substitution
of care from hone health agencies to SNFs or vice versa because
we have two different paynent systens or fromthe outpatient
departnment to anbulatory surgery centers. And we spend hours and
says on trying to fine tune what anmbunts to a national system
that inevitably is going to have sone m sses at the |ocal |evel,
potentially significant m sses.

By basically trying to free up the plan bel ow the pl an
paynent to contract with providers in the |local community it
seens to me we escape a lot of the potential distortions that the
adm nistered price systemthat traditional Medicare inevitably
has to use, given its essentially dictumthat every provider is
going to be init, has to use. And that's another reason for
wanting this that | think hasn't really been brought up here.



